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OATH QR AFFIRMATION

1, Claude Gregory . swear (or affirm) that, to the best of
my knowledge and belief the accompanying financial statiement end supperting schedules pertaining to the firm of

FRS Securicies, LLC , as
of December 31 ,20_97 __, aceviuc and comvect. § funther swear (or offiem) thai

neither the company nor any pariner, propricior, principal officer or director has any proprictary intercst in any account
classificd solcly as that of a customer, cxcepl as lollows: ’

None
/
rd
“~Sigrbuke)
Managing Member
Tiile
Notary Hublic

MICHELLE GRUSENMEYER
This rcport ** contains (check all applicable boxes): ':ROTARY PUBLIC STATE OF MARYLAND
(2) Facing Page. y Gommission Expires March 14, 2010

{b) Statemcnl of Financia! Condition.
{¢) Statement of Income (Loss).
(d) Statemeni of Changes in Financial Condition.
(c) Statement of Changes in Stockholders’ Equily or Pariners® or Sole Proprictors' Capital.
[J (N Statement of Changes in Liabilitics Subordinaicd to Claims of Creditors.
{g) Computation of Net Capital. .
{h) Computstion for Detcrmination of Reserve Requirements Pursuant to Rule 15¢1-3,
(i) Information Relating to the Posscssion or Control Requiremenis Under Rule 15¢).3.
O () A Reconciliation, Including appropriate cxplanatian of the Compuiation of Net Capital Under Rule | 5¢3-( and the
Computntion for Detcrmination of the Reserve Requirements Under Exhibit A of Rule 15¢3-3.
0O (x) A Reconciliation between the audited and unaudited Statements of Financial Conditlon with respect to methods of
consolidation.
O (1) An Oath or Affirmation.
(m) A copy of the SIPC Supplemental Report,
(n} A regon describing any material inadequacies found to exist or found to bave existed since the date of the previous sudit.

*sFor conditions of confidential treatment of certain portions of this fillng, sze section 240.17a-5(e}(3).
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m Gunderson LLP

Certified Public Accountanis & Consultants

Independent Auditor’s Report

The Members of
FRS Securities, LLC

We have audited the statements of financial condition of FRS Securities, LLC as of December 31,
2007 and 2006, and the related statements of income (loss), changes in members’capital and cash
flows for the years then ended that you are filing pursuant to Rule 17a-5 under the Securities
Exchange Act of 1934. These financial statements are the responsibility of the Company’s
management. Our responsibility is to express an opinion on these financial statements based on our
audits.

We conducted our audits in accordance with auditing standards generally accepted in the United
States of America. Those standards require that we ptan and perform the audit to obtain reasonable
assurance about whether the financial statements are free of material misstatement. An audit
includes examining, on a test basis, evidence supporting the amounts and disclosures in the financial
statements. An audit also includes assessing the accounting principles used and significant estimates
made by management, as well as evaluating the overall financial statement presentation. We believe
that our audits provides a reasonable basis for our opinion.

In our opinion, the financial statements referred to above present fairly, in all material respects, the
financial position of FRS Securities, LLC as of December 31, 2007 and 2006, and the results of its
operations, changes in members’ capital and its cash flows for the years then ended in conformity
with accounting principles generally accepted in the United States of America,

Our audit was conducted for the purpose of forming an opinion on the basic financial statements
taken as a whole. The Financial and Operational Combined Uniform Single Report [IA and
Statement Pertaining to Exemptive Provisions Under 15¢3-3 (k)2)(ii) are presented for purposes of
additional analysis and are not a required part of the basic financial statements, but are
supplementary information required by Rule | 7a-5 under the Securities Exchange Act of 1934. Such
information has been subjected to the auditing procedures applied in the audit of the basic financial
statements and, in our opinion, is fairly stated in all material respects in relation to the basic financial
statements taken as a whole.

C%WMALA

Calverton, Maryland
February 28, 2008

| .
Offices in 14 states and Washington, DC H L tntarmational



FRS SECURITIES, LLC
STATEMENTS OF FINANCIAL CONDITION
December 31, 2007 and 2006

ASSETS
2007 2006
Cash $ 150,027 § 94,591
Prepaid expenses 5,983 -
TOTAL ASSETS $ 156,010 § 94591
LIABILITIES AND MEMBERS' CAPITAL

LIABILITIES

Accounts payable 3 741 $ 3,630
MEMBERS' CAPITAL 155,269 90,961
TOTAL LIABILITIES AND MEMBERS' CAPITAL $ 156,010 $ 94,591

The accompanying notes are an integral part of the financial statements.
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FRS SECURITIES, LLC
STATEMENTS OF INCOME (LOSS)
Years Ended December 31, 2007 and 2006

2007 2006
INCOME
Fees and commissions 3 127,542 § 31,901
Interest 1,989 955
Total income 129,531 32,856
EXPENSES

Bank service charges 36 67

Bonding 1,184 -
FINOP Services 9,169 10,000
Insurance 3,925 2,105
Broker Dealer transaction fee 36,723 0,838
Licensing 1,350 300
NASD registration and fees 100 1,275
Office expense 240 480
Professional fees 6,297 5,995
Rent 3,600 : 3,600
Taxes - property 300 300
Telephone 600 1,200

Travel 1,099 -

Web 600 -
Total expenses 65,223 35,160
NET INCOME (LOSS) 5 64,308 §$ (2,304)

The accompanying notes are in integral pant of the financial statements.
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FRS SECURITIES, LLC

STATEMENTS OF CHANGES IN MEMBERS' CAPITAL

Years Ended December 31, 2007 and 2006

Balance - December 31, 2005
Members' contributions

Net loss

Balance - December 31, 2006

Net income

Balance - December 31, 2007

$ 61,090

32,175
2,304

90,961

' 64,308

The accompanying notes are an integral part of the financial statements,

4




FRS SECURITIES, LLC
STATEMENTS OF CASH FLOWS
Years Ended December 31, 2007 and 2006

2007 2006
CASH FLOWS FROM OPERATING ACTIVITIES
Net income (loss) b3 64,308 § (2,304)
Effects of changes in operating assets and liabilities:
Prepaid expenses (5,983) -
Accounts payable (2,889 2,480
Net cash provided by operating activities 55,436 176
CASH FLOWS FROM FINANCING ACTIVITIES
Members' contributions - 32,175
NET INCREASE IN CASH 55,436 32,351
CASH, BEGINNING OF YEAR 94,591 62,240
CASH, END OF YEAR $ 150,027 §  94.591

The accompanying notes are an integral part of the financial statements.
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FRS SECURITIES, LLC
NOTES TO FINANCIAL STATEMENTS
December 31, 2007 and 2006

NOTE 1 - SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES

FRS Securities, LLC (the Company) was formed in November, 2004 and operates as a non-custodial
brokerage entity. The Company is a member of the Financial Industry Regulatory Authority
(FINRA) and is therefore subject to certain regulatory requirements including the maintenance of a
certain amount of net capital. The Company’s accounting records are maintained on the accrual
basis. The accounting and tax year is the calendar year.

The Company has elected to be treated as a limited liability corporation for tax purposes; therefore,
no tax provision has been provided.

Cash
For purposes of the statement of cash flows, cash includes deposits at a financial institution.
Use of Estimates in Preparing Financial Statements

The preparation of financial statements in conformity with accounting principles generally accepted
in the United States of America requires management to make estimates and assumptions that affect
the reported amounts of assets and liabilities and disclosure of contingent assets and liabilities at the
date of the financial statements and the reported amounts of revenues and expenses during the
reporting period. Actual results could differ from those estimates.

NOTE 2 - NET CAPITAL REQUIREMENTS

The Company is subject to the Securities and Exchange Commission uniform net capital rule (Rule
15¢3-1), which requires the maintenance of a minimum amount of net capital and requires that the
ratio of aggregate indebtedness to net capital, both as defined, shall not exceed 15 to 1.

At December 31, 2007, the Company had net capital and net capital requirements of approximately
$144,287 and $5,000, respectively. The Company's aggregate indebtedness to net capital ratio was
Oltol.

At December 31, 2006, the Company had net capital and net capital requirements of approximately
$85,961 and $5,000, respectively. The Company’s aggregate indebtedness to net capital ratio was
04101

NOTE 3 - FOCUS REFORT

There are no differences between these statements and the December 31, 2007 FOCUS report filed
with the FINRA.

This information is an integral part of the accompanying financial statements.
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FRS SECURITIES, LLC
NOTES TO FINANCIAL STATEMENTS
December 31, 2007 and 2006

NOTE 4 -RELATED PARTY
Financial & Realty Services, LLC, a related party through common ownership, maintains office

space used by the Company. During 2007 and 2006 the Company paid Financial & Realty Services,
LLC for the use of office space and supplies (34,140 - 2007 and $5,990 - 2006).

This information is an integral part of the accompanying financial statements.
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SUPPLEMENTAL INFORMATION
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FOCUS REPORT
FORM {Firancial and Operational Combined Uniform Single Re;.»ort}
k X-17A-5 _
Part IIA Quarterly 17a-5(a)
INFORMATION REQUIRED OF BROKERS AND OEALERS PURSUANT TO RULE 17
COVER
Select a fling method: Basic ®  Alternate ©' {oo11}

ERS_SE LL
Name of Broker Dealer: {0013 SEC File Number. B- 56814
Address of Principal Place of 9455 COLESVILLE ROAD, SUITE 12 [0014)
Business: [0020]
Firm iD: 114350
SILVER SPRING MD ———30210 foa1s) °
{0021) {0022) {0023

For Period Beginning 10/01/2007 And Ending 12/31/2007
10024) (0025

Name and tetephone number of person to contact in regard to this report

Name; Carol Ann Kinzer Phone: {678)525-0992

{oo30) {0021}
Name(s) of subsidiarias or affiliates cansofidated in this report:
Name: Phone:

[0032) [0033]
Name: Phone:;

[0034) [0035)
Name: Phona:

[0038] [0037]
Name: Phone:;

{o039] {0039)]

Does respondent carry ils own customer accounts?  ves C' (0040) No @ (0041)

Check here if respondent is filing an audited report o [0042)
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ASSETS

Consolidated © [0138]  Unconsolidated & (0199

1. Cash

2.  Receivables from brokers or
dealars:

A, Clearance
account

B. Other

3. Receivables from non.
customers

4. Securilies and spotl
commodities owned, at

market value;
A. Exempted
securities

B. Debt sacuritles
C. Options
D. OQther securitios

E. Spot commaodities

§. Securities and/or other
investments not readily
marketable:

A, Atcost

{0130

B. Atestimated falr
vatue

6. Securities bomowed under
subordination agreements
and partners’ individual and
capital securnities accounts, at

market value:
A. Exempted
securities

{0150}
B. Other securities

[0180]

7. Secured demand notes
market vatue of collateral:

Allowable

150,027
(0200}

[0295]

[0300]

(0355)

(0+418)

[0418]

(0420]

{Ca24}

[0420]

(0440)

{0480)

[0470]

12

Non-Allowable Total
150,027
[0750}
[+]
(0550] (0810]
0
[0600] (o820|
Q
(0850}
0
[0610) |08&0)
0
(0824) (0as0]
1]
{o640] (oa9a]




10.

"

12

A. Exempted
securities

[0170]
8. Other securities

{0130}
Memberships in exchanges:

A. Owned, at markat

[0190)
B. Owned, at cost

C. Contributed far
use of the
company, at
market valug

Investment in and
receivables from affiliates,
subsidiaries and associated
partnerships

Property, furniture,
equipment, leasehold
improvements and rights
under lease agreements, at
cost-net of accumulated
depreciation and amontization

Cther assels

TOTAL ASSETS

[0430)

[0480]

[0535]
150,027

{0540]

13

(0650]

g

(0560) (0900
0

{0570} (0910]
0

{oaso) 10920]
s,983 5,983
[0735] (0930
5,983 156,010
(0740] [0840]



LIABILITIES AND OWNERSHIP EQUITY

13.

14.

15,

16.

17.

18.

18.

Liabilities
Bank loans payable
Payable to brokers or dealers:

A. Clearance account
B. Other

Payabte to non-customers

Securlies sold not yet purchased,
at markel value

Accounts payable, accrued
liabilities, expenses and other

Notes and mortgages payabie:

A, Unsecured

B. Secured

Liabiliies subrordinated to daims
of general creditors:

A. Cash borrowings:

1. from
outsiders

{os70)

2.  includes
oequity
subordination
{15¢3-1{d)) of

{a880]

B. Securities borrowings,
at market value:

from outsiders

[0850]

C. Pursuant to secured
cdemand noto collateral

agreements:
1. from
outsiders

11000)

2.  Includes

Al Liabilities Non-A.l Liabilities Total

. e B
[1045] [1255) (1470}
———— [+]
[1114) [1315] {1580)
(4]
[1115) [1305) {1540)
Q
[1155] [1355) {(1610]

0

(1360] [1820]

740 760
[1205) 11385) [1685]

0

[1219) [1690
Q

21y [1390] [1700]
0

11400} [1710]

0

{1420} [1720)

[1]

11420 (1730}
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equily
subordination
{15c3-1(d)) of

[1010)

D. Exchange
memberships
contributed for use of

company, at market - 0
value [1430) [i740]
E. Accounts and other
borrowings not
qualified for net caphal D
purposes [1220) (1440) [1750]
20, 740 0 740
TOTAL LIABLITIES [1230] [1450] [1760]
Ownership Equity
Total
21. Sole proprietorship 11770}
22, Partnership (limited partners
[1020]) 780)
23. Corporations:
A. Preferred stock [1791)
109,175
8. Common stock 11792)
C. Additlonal paid-in capital [1783)
46,095
D, Retalned eamings [1794]
155,270
E. Total [1785)
F. less capital stock in treasury [1786]
2. 155,270
TOTAL OWNERSHIP EQUITY {1800)
25. 156,010
TOTAL UABILITIES AND OWNERSHIP EQUITY (1810

15



STATEMENT OF INCOME (LOSS)

Period Beginning 10/01/2007

Period Ending 12/31/2007
[3932] .

[3833)

Numberofmonths ___ .. .. 3

13931]

REVENUE

1.

Commissions:

a. Commissions on transactions in exchange listed equity securities executed on

an exchange

5. Commisslons on listed option transactions
¢. All other securities commissions

d. Tolal securities commissions

2. Gains or losses on furn securities trading accounts
a. From market making in options on a national securities exchange
b. From all other trading
¢. Total gain {loss)

3. Gains or losses on firm securities investment accounts

4. Profil (loss) from underwriting and selling groups

5. Revenue from sale of investment company shares

§. Commodities revenue

7.  Fees for account supervision, investment advisory and administrative services

8. Otherrevenue

9. Total revenue

EXPENSES

10. Sataries and other employment costs for general partners and voting stockhokier officers

11, Other employee compensation and benefils
12. Commissions paid 1o other broker-dealers
13. Interesl expense
a. Includes interest on accounts subject to
subordination agreemants
14. Regutatory fees and expenses
15. Other expenses
16. Total expenses
NET INCOME

16

14070

(3935

[3928]

31,054
[3939]

—————-— 31,054

[3940)

13945]

13349}
0

(3950)

(3952]

[3935]

{3970]

(3990]

(3975}
20,114

(3995)
51,168

[4030]

(+120)

[#115}

[4140]

[4075]

300

(4195)
16,913

. [#100)
17,233

(420071




17. Net Income(loss) before Federal Income laxes and items below (llem 9 less llem 16)
18. Provision for Federa! Income taxes (for parent only)

19. Equily in earnings (losses) of unconsolidated subsidiaries not included above

a. After Federal income taxes of [4238]

20. Extraordinary gains {losses)

a. After Federal income taxes of [4239)
21. Cumulative effect of changes in accounling principles

22, Nel income {loss) after Federal income taxes and extracrdinary items
MONTHLY INCOME

23. Income {current monthly only} before provision for Federal income laxes and extraordinary items

17

33,955

(4210}

{4220)

[4222)

[4224)

|4225)
3}, 955

[4230)

22,641

[4211)




EXEMPTIVE PROVISIONS

25. Il an exemption frem Rule 15¢3-3 is dlaimed, identify below the section upon which such

exemption is based

A. (k)

(1)--Limited business (mutual funds andfor variable annuitles only)

B. (k)

{2)i)-"Special Account for the Exclusive Benefit of customers” maintained

C. (k)

fully disclosed basis. Name of clearing flrm(s)

{2}{li}-All customar transactions cleared through another broker-dealer on a

Clearing Firm SEC#s Name

8 _7221 ERRILL LYN PIER F
[4335A] [4335A2]

8-
{4335C) {4335C2)
(4335E] [4335E2)
[4335G] [4335G2)
[43351] [433512)

. ik)
.{3)~Exempted by order of the Commission

18

O (assoy
C jasen)
[4570]

Product Code
All [43358)

[43350)

{4335¢)

[4335H)

[4335J]

O (seo}




COMPUTATION OF NET CAPITAL

1. Total ownership equity from Statement of Financial Condition

2. Deduct ownership equity not allowable for Net Capital

3. Total ownership equity qualified for Net Capilal

4. Add:

A,

computation of net capital

Liabilities suberdinated to claims of general creditors allowable in

8. Other {deductions) or allowable credits (List)

{3525A]

T [as25¢]

[3525E]

8. Total capital and allowable subordinated
fiabilities

6. Deductions and/or charges:

A. Total nonallowable assets from
Statement of Financial Condition
(Notes B and G)

8. Secured demand note deficiency

C. Commodity Futures contracts and
spot commodities - proprietary
caplital charges

D. Other deductions and/or charges
Other addilions and/or credits {List)

[3630A)

[3630C|

B [3630E)

Net capital before haircuts on securities

positions

Haircuts on securities (computed, where
applicable, pursuant to 15¢3-1():

A

Cantractual securitles
<commitments

Subordinated securities
borrowings

Trading and investment
securities:

1. Exempted securities

2. Debt securities

[35258]

[35250]

[525F]

5,583
(3540]

(3550)

[3600)

5,000
13610)

138308)

(36300}

(3830F)

(3650]

[3670]

[3735]

19

- - v 185,270
{3480

[3490]

e 155,270
3500]

e I

{3520}

[+]

j3525)
155,270

[3530)

-10,3983

13620)

{3830]
144,287

(3640




[3733]
3. Oplions 13730
4.  Other securities - (3734
D. Undue Concentration (38501
E. Other(List)
"""" [3738A) {37388}
13736C) [37380)
[3736€) [3736F]
0 i}
[3738] [3740)
. 144,287
10. Net Capital 13750]
COMPUTATION OF BASIC NET CAPITAL REQUIREMENT
PartA
.- , 49
11. Minimum net capital required {6-2/3% of line 19) (3756)
12, Minimum doliar net capitat requirement of reporting broker or dealer and s{,:‘::;
minimum nel capital requirement of subsidiaries computed in
accordance with Note(A)
. . 5,000
13, Net capilal requirement (greater of line 11 or 12) {3760
139,287
14. Excess net capital {line 10 less 13) (3770}
144,213
15. Excess net capital at 1000% (line 10 less 10% of line 19) 3780}
COMPUTATION OF AGGREGATE INDEBTEDNESS
S 740
16. Total A.l. liabilities fram Statement of 790
Financial Condition 7l
11. Add:
A. Drafts for immediate credit (3800]
B. Market value of securities [810)
borrowed for which no equivalent
value is paid or credited
C. Other unrocorded amountsiList)
T {36204 (36208]
- 13820¢) (3820D)
[3820K) [3620F]
[ Q
{3820) (3830]

20




740

18. Total aggregale indebtedness [3840]

1

20. Percentage of aggregate indebledness to net i {3850}

capital (line 19/ line 10)

OTHER RATIOS

. . . )

21. Percentage of debl to debt-equity lotal computed in accordance with {3860)

Rule 15¢3-1(d)

21




SCHEDULED WITHDRAWALS

Ownership Equity and Subordinated Liabilities maturing or proposad to be withdrawn within the naxt six
months and accruals, (as defined below), which have not been deducted in the computation of Net Capital.

Type of Amount lo be Withdrawn
V%mlu%pf;—:gj Name of Lender or Contributor 'onsu?:; or {cash amount and/or Net :Aw;m;wl;;g E:t? r.1
A W er Capital \{glue of (MMDOYYYY) Renew
Qe Acgrual Securities)

- [4800] —_ -
[4601] {46021 [4603] [4604] [4603)]
_[4610) . _
[4611] |4812] [4613] {4614] [4615)
_ [4620) _ _
{48621} [4622] {4823 (4524 [4525)
_[4830) _— -
[4631) {4832] {4633) [4634) [4635]
- {4540) - -
[4641] |4642) [4643) [4544) [4645)
_ [4850] —_ -
[4651) [4652) [4853) [4B54) {4855)
— [4860) —_ -
(4861} {4562) [4883} [4664) [45665)
_|+670] . -
(4671} [4572] [4673) [4674] [4675]
- [4680} —_— -
[4681) [4682) (4583) (4804) [4685]
_ 14650} _ _'
(4691 (4652) [4692) [4694) [4695)
TOTAL S v}
[4699)
Omit Pennies

Instructions Detaif lisling must include the Lotal of items maturing during the six month period following the report date, regardless of whether or
rat the capital contribution is expected to be renewed. The schedule must also include proposed capital withdrawals scheduled
within the six month period following the repont date including the proposed redemption of slock and payments of liabilities secured
by fixed assels {which are considered allowable assets in the capital computalion pursuant lo Rule 15¢3-1(c)(2){iv)), which could
be required by he lender on demand or in less than six months.

E[Equ'ﬁ Capltal
| L ||15c3-1(c)(2!(iv) Liabilities|

22




STATEMENT OF CHANGES

STATEMENT OF CHANGES IN OWNERSHIP EQUITY
(SCLE PROPRIETORSHIP, PARTNERSHIP OR CORPORATION)

1.  Balance, beginning of perod

A.  Netincomao (loss)

B. Addilions (includes non-canforming capital of {4262])
C. Deduttions {includes non-conforming capital of [4272])

2.  Balance, end of period (From item 1800}

STATEMENT OF CHANGES IN LIABILITIES SUBORDINATED
TO CLAIMS OF GENERAL CREDITORS

3. Baiance, beginning of pened
A. Incroases

B. Decroases

4,  Balance, end of period (From item 3520)

23

121,313
[4240]
33,555

(4250}

[4260)

[4270)

155, 268

[4250)

{4300

[4310]

14320)

0

{4330}




FRS SECURITIES, LLC
STATEMENT PERTAINING TO EXEMPTIVE
PROVISIONS UNDER 15C3-3(K)
December 31, 2007

Computation for Determination of Reserve
Requirement Under Exhibit A
of Rule 15¢3-3

Member exempt under !5¢3-3(k)(2)(ii).

Information Relating to Possession
and Control Requirements
Under Rule 15¢3-3

Member exempt under 15¢3-3(k)(2)(i1).
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Certified Public Accountants & Consultants

Report of Independent Accountants
on Internal Control as Required by SEC Rule 17a-5

To the Stockholders
FRS Securities, LLC

In planning and performing our audit of the financial statements of FRS Securities, LLC for the year
ended December 31, 2007, we considered its internal control, including procedures for safeguarding
securities, in order to determine our auditing procedures for the purpose of expressing our opinion on
the financial statements and not to provide assurance on intemal control.

Also, as required by Rule 17a-5(g)(1) and (2) of the Securities and Exchange Commission (SEC), we
have made a study of the practices and procedures followed by FRS Securities, LLC including tests
of such practices and procedures that we considered relevant to the objectives stated in Rule | 7a-3(g)
in making the periodic computations of aggregate indebtedness and net capital under Rule 17a-
3(a)(11) and for determining compliance with the exemptive provisions of Rule 15¢3-3. Because the
Company does not carry securities accounts for customers or perform custodial functions relating to
customer securities, we did not review the practices and procedures followed by the Company inany
of the following:

. Making quarterly securities examinations, counts, verifications, and comparisons.

2. Recordation of differences required by Rule 17a-13.

3.  Complying with the requirements for prompt payment for securities under Section 8 of
Federal Reserve Regulation T of the Board of Governors of the Federal Reserve
System.

The management of the Company is responsible for establishing and maintaining an internal control
structure and the practices and procedures referred to in the preceding paragraph. In fulfilling this
responsibility, estimates and judgments by management are required to assess the expected benefits
and related costs of controls and of the practices and procedures referred to in the preceding
paragraph and to assess whether those practices and procedures can be expected to achieve the
SEC’s above mentioned objectives. Two of the objectives of internal control and the practices and
procedures are to provide management with reasonable, but not absolute, assurance that assets for
which the Company has responsibility are safeguarded against loss from unauthorized use or
disposition and that transactions are executed in accordance with management’s authorization and
recorded properly to permit the preparation of financial statements in conformity with accounting
principles generally accepted in the United States of America. Rule 17a-5(g) lists additional
objectives of the practices and procedures listed in the preceding paragraph.

Because of inherent limitations in internal control or the practices and procedures referred to above,
error or fraud may occur and not be detected. Also, projection of any evaluation to future periods is

Membar ni
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subject to the risk that they may become inadequate because of changes in conditions or that the
effectiveness of their design and operation may deteriorate.

A control deficiency exists when the design or operation of a control does not allow management
or employees, in the normal course of performing their assigned functions, to prevent or detect
misstatements on a timely basis. A significant deficiency is a control deficiency, or combination
of control deficiencies, that adversely affects the entity’s ability to initiate, authorize, record,
process, or report financial data reliably in accordance with generally accepted accounting
principles such that there is more than a remote likelihood that a misstatement of the entity’s
financial statements that is more than inconsequential will not be prevented or detected by the
entily’s internal control.

A material weakness is a significant deficiency, or combination of significant deficiencies, that
results in more than a remote likelihood that a material misstatement of the financial statements
will not be prevented or detected by the entity’s internat control.

Our consideration of internal control would not necessarily disclose all matters in internal control
that might be material weaknesses under standards established by the American Institute of
Certified Public Accountants. However, we noted the following matter involving the internal
control structure that we consider to be a material weakness as defined above. This condition
was considered in determining the nature, timing and extent of procedures performed in our audit
of FRS Securities, LLC for the year ended December 31, 2007 and does not affect our report
thereon dated February 28, 2008.

The Company does not have an adequate segregation of duties over accounting transactions. This
condition increases the possibility that errors or irregularities may occur and not be detected on a
timely basis. When this condition exists, management’s close supervision and review of accounting
information is the best means of preventing or detecting errors and irregularities.

We understand that practices and procedures that accomplish the objectives referred to in the second
paragraph of this report are considered by the SEC to be adequate for its purposes in accordance with
the Securities Exchange Act of 1934 and related regulations, and that practices and procedures that
do not accomplish such objectives in all matenial respects indicate a material inadequacy for such
purposes. Based on this understanding and on our study, we believe that the Company’s practices
and procedures were adequate at December 31, 2007 to meet the SEC’s objectives.

This report is intended solely for the use of management, the Securities and Exchange Commission,
the Financial [ndustry Regulatory Authority, and other regulatory agencies which rely on Rule 17a-
5(g) under the Securities Exchange Act of 1934 in their regulation of registered brokers and dealers,
and is not intended to be and should not be used by anyone other than these specified parties.

Calverton, Maryland
February 28, 2008
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